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This report describes the activities of five federal 
agencies as they made the transition from merit pay to the 
Performance Management and Recognition System (PMRS) during fiscal 
year 1985. It also discusses how PMRS addressed the problems 
identified with merit pay. In addition, the report presents 
information on the pay increases and performance awards provided to 
PMRS employees in fiscal year 1985 and discusses the initial 
perceptions of selected employees on PMRS operations. Some of the 
findings of the study urt that the agencies lacked lead time in 
implementing the new system, that the change was difficult, that some 
agencies incorrectly calculated pay increases, and that continuing 
problems exist such as significant differences among the agencies in 
raises for employees with the same grade and rating, and with the 
distribution of ratings • Employees express distrust of the 
performance appraisal systems and are concerned that insufficient 
funds are available to reward performance adeqiaately. The General 
Accounting Office recommends that the formula for computing general 
pay increases be clarified; other recommendations were not made in 
this report because PMRS has been in use tor only one yetir^ (KC) 
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United States 

General Accounting Office 

Washingtoni D.C. 20548 



General Government Division 

B-203022 

January 21, 1987 

The Honorable William D. Ford 
Chairman, Committee on Post Office 

and Civil Service 
House of Representatives 

The Honorable Mary Rose Oakar 

Chair, Subcommittee on Compensation and 

Employee Benefits 
Committee on Post Office and Civil Service 
House of Representatives 

This report responds to your request that we review in selected federal agencies the 
implementation of legislative changes to the government's merit pay system. These 
changes, which were enacted in November 1984, constitute the Performance 
Management and Recognition System (pir'^). 

The report describes the activities of five federal agencies as they made the 
transition from merit pay to pmrs during fiscal year 1985. It also discusses how pmrs 
addressed the problems identified with merit pay and the problems that still exist 
under pmrs. In addition, the report presents information on the pay increases and 
performance awards provided to pmrs employees in fiscal year 1985 and discusses 
the initial perceptions of selected employees on pmrs operations. 

As arranged with the Subcommittee on Compensation and Employee Benefits, we 
will not release this report imtil 14 days from its issue date, unless you publicly 
aimounce its contents earlier. At that time, we will distribute copies tx) the five 
agencies covered in this report and to other interested parties upon request. 




Assistant Comptroller General 
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Executive Summary 



Purpose Because of concerns that problems were occurring, the Chairman, House 

Committee on Post Office and Civil Service, requested gao to review the 
implementation of legislative changes to the government's merit pay 
system. In November 1984, the Congress had enacted these changes 
which constituted the Performance Management and Recognition 
System (pmrs)..pmrs, which covers federal supervisory and managerial 
employees, was intended to strengthen and improve the pay for per- 
formance principles introduced by the merit pay system. 



Background '^^^ ^^^^ system— established by the Civil Service Reform Act of 

1978 — fundamentally changed the manner in which most of the govern- 
ment's GS-13 through 15 supervisors and managers were compensated. 
These employees no longer received the annual salary acUustments, 
within-grade increases, and quality step increases previously available 
to them under the General Schedule pay system. Instead, they received a 
reduced annual salary adyustment and had to compete for merit pay 
increases from a fixed merit pay fund based on how well they per- 
formed their jobs. 

Merit pay did not work as well as had been expected. Numerous prob- 
lems and inequities were identified, many of wliich were discussed in 
GAo's report entitled A 2-Year Ap p raisal of Merit Pav in Thrpp Agenries 
(GAo/GGD-84-1, March 26, 1984). In general, the problems centered 
around shortcomings in the agencies' performance appraisal systems 
and the influence of nonperformance-related factors on em.ployees' 
merit pay increases. 

PMRS was intended to correct the difficulties experienced with the merit 
pay system by Making the new system more equitable than merit pay 
when compared to the General Schedule. The new system retained the 
pay for performance principles introduced under merit pay by requiring 
that employees receive pay increases and performance awards based on 
quality performance. This report discusses the results of gao's review in 
five federal agencies, gao's findings cannot be projected to all federal 
agencies. 



Results in Brief office of Personnel Management (opm) and the agencies lacked lead 

time to prepare for implementing pmrs because the law was signed 
approximately 1 month after it was to have become effective. During 
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Executive Siuium::i\y 



Some Raises Were Despite initial difficulties, agencies made the transition from merit pay 

Incorrectly Computed Their implementation plans were approved by opm, and pay 

increases and performance awards were eventually distributed to 
employees. Ho\\^vQr, wWle the Federal Aviation Administration (faa) 
distributed merit increases and performance awards as prescribed by 
PMRS, the agency incorrectly calculated general pay increases for most of 
its PMRS employees. Such a mistake caus^ some employees to become 
eligible for larger merit increases in future years. (See p. 30.) 



Problems Continue to Exist As with merit pay, the five agencies used pmrs pools to distribute varied 

amounts of money to deserving employees based on their performance. 
Yet, factors imrelated to performance which were prevalent under merit 
pay still exist and can affect the sizes of performance awards received 
by PMRS employees. Significant differences occurred in award amounts 
among the agencies for employees with the same grade and rating. (See 
p. 37.) 

Another continuing problem that had existed under merit pay involves 
the distribution of ratings. Although pmrs prohibits agencies from pre- 
scribing ratings distributions, various factors such as budgetary con- 
straints exerted pressure on agencies to influence ratings distribution;^ 
(See p. 39.) 



Employees Have Expressed Employees responding to a gag survey indicated varied levels of under- 
Concerns About PMRS standing of pmrs and its intended benefits. Also, some of the negative 

perceptions employees had about merit pay — such as mistrust of their 
performance appraisal systems and concerns that insufficient funds 
were available to adequately reward performance — appear to have been 
carried forward to pmrs. (See p. 44.) 



ReCOnunendation recommends that OPM issue guidance to clarify the formula for com- 

puting general pay increases so that correct calculations of these 
increases can be ensured and future incorrect merit increases can be 
avoided. 

GAG is not making any other recommendations at this time because pmrs 
is a new system and its review covered only the first year's operations. 
(Seep. 41.) 
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Tne meilL pey system, which included a cash awards program, was 
authorized by the Civil Service Reform Act of 1978 (Public Law 95-454, 
Oct. 13, 1978, 92 Stat. 11707. The system fundamentaUy changed the 
manner in which federal supervisors and managers in grades 13 through 
15 were paid. No longer did these employees receive the full amount of 
the annual salary adjustments, within-grade increases, and quality step 
increases that previously had been available to them as GreneraJ 
Schedule employees. Instead, their aimual salary adUustments were 
reduced, and they had to compete for additional merit pay increases 
based on how well they performed their jobs. These increases were paid 
out of a fixed merit pay fund which was made up of a maximum of one- 
half the annual salary acyustment plus an amount equal to the within- 
grade and quality step increases merit pay employees would have 
received had they remained under the General Schedule. 

The merit pay system was in effect for 3 years (fiscal years 1982 
through 1984). During that time the system experienced mmierous prob- 
lems and inequities, many of which were discussed in our report entitltnl 
A2-Year Ap p raisal of Merit Pay in Three Ag encies (gao/ggd-84-1, 
March 26, 1984). The report pointed out that a number of nonperform- 
ance-related factors influenced the sLze of merit pay increases awarded 
to individual employees under merit pay. These included variations in 
agencies' fonmUas for distributing merit pay increases and the use of 
preestablished quotas to determine ratmgs distributions. In addition, 
although the Reform Act provided that agencies could use cash awards 
ss an integral part of the merit pay system, some agencies placed more 
emphasis on their awards programs than did others. Moreover, the lack 
of full annual salary atyustments and within-grade increases led many 
employees covered by the system to complain that they were receiving 
less pay than their counterparts under the General Schedule. 

During a floor debate on proposed legislation which was later to change 
the merit pay system, one Senator succinctly siunmarized the merit pay 
situation: 

"Everyone agrees: The Senate, the Kouse of Representatives, the administration, 
merit pay employees and their associations, and this argument is supported by an 
analysis done by the General Accounting Office. The merit pay system, once a key 
element in federal personnel management reform, is now widely regarded as poorly 
implemented, inconsistent, and arbitrary/'^ 



' Congressional Record — Senate, October 10, 1984. 
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• 0PM; and 

• two components in the Department of the Interior (doi) — the Bureau of 
Land Management (blm) and the Bureau of Reclamation (bor). 

Our inclusion of these five agencies represents a judgmental selection. 
Therefore, the results of our work cannot be projected to all federal 
agencies. 

We reviewed the five agencies' pmrs activities in fiscal year 1985 — the 
first year for which pmrs became effective. The fiscal year 1985 merit 
increases and performance awards paid to pmrs employees in the agen- 
cies we visited were based on the employees' 1984 performance 
appraisals. 

According to OPM, on its October 1, 1984, effective date, pmrs covered 
approximately 122,000 employees, of whom 13,217 were in the five 
agencies we visited. Table 1.1 shows the total pmrs employee popula- 
tions in these five agencies. 



Table 1.1: PMRS Employee Populations 
as of October 1984 





PMRS 


Agency 


employees 


BLM 


550 


BOR 


670 


FAA 


5.879 


IRS 


5.585 


OPM 


533 


Total 


13,217 



We performed our work at the Washington, D.C., headquarters of the 
five agencies as well as doi, dot, and Treasury. We also visited four field 
locations in Denver, Ciolorado, including (1) blm's Denver Service Center, 
(2) bor's Lower Missouri Regional Office, (3) bor's Engineering and 
Research Center, and (4) opm's Denver Regional Office. 

To obtain information on opm's administrative role in implementing 
pmrs, we reviewed opm's policies and procedures — including its regula- 
tions and guidance — that set forth the pmrs requirements with which 
federal agencies were expected to comply. We interviewed opm officials 
responsible for developing these requirements and for providing guid- 
ance and technical assistance to the agencies as they began establishing 
their internal pmrs policies and procedures. We also reviewed opm- s 
implementation of pmrs for its own employees. 
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Introduction 



obtain official agency comments on a draft of this report. Otherwise, our 
work was performed in accordance ^vith generally accepted government 
auditing standards. 
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PMRS Attempted to Correct Problems 
Experienced Under Merit Pay 



PMRS included various provisions which made substantive changes to the 
way the merit pay system operated. Generally, these provisions sought 
to produce a more workable and equitable pay for performance system 
by correcting problems experienced under merit pay. 

Employees under the merit pay system were guaranteed one-half the 
average annual salaiy adljustment that was paid to General Schedule 
employees. The funds that would have been used for the other half of 
the annual ac^ustment were used to partially fund merit pay increases. 
Merit pay increases were also funded by the money that would have 
been used to pay within-grade and quality step increases if merit pay 
employees had remained under the General Schedule. 

Each agency devised its own formula for computing merit pay increase 
amounts. The formulas included such variables as performance salary 
ceilings, which limited the total salary employees with given levels of 
performance in each grade could receive and acceleration factors, which 
awarded larger increases to employees lower in the salary range. 
Because of the many possible variations that could be incorporated into 
the formulas, the merit pay increases each agency paid could vary sig- 
nificantly among agencies for employees with similar performance 
ratings. 

In contrast, pmrs guarantees employees who are rated fully successful or 
higher a general pay increase which is the equivalent of the full annual 
salaiy adyustment granted to General Schedule employees. Moreover, 
depending on their performance ratings, these employees are guaran- 
teed all or part of a merit increase each year. A full merit increase 
equals a within-grade increase under the General Schedule. 

PMRS provides for five standard summary performance rating levels — a 
fully successful level, two levels above fully successful, and two levels 
below. As shown in table 2.1, the amounts of pmrs merit increases are 
determined by employees' performance ratings for the year and their 
positions in the salary range for their grade. The exception to these 
increases applies to employees who are at or near the maximum rate of 
their salary range. Employees cannot receive a merit increase that 
would cause their salaries to exceed the maximum rate for their grade. 
The same limitation existed under merit pay and still exists in the Gen- 
eral Schedule. 



PMRS' Standardized 
Formula Provided for 
More Uniform and 
Equitable Salary 
Increases 
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Table 2.1: Merit Increases Under PMRS 



Rating 


Lower third of 
salary range 


Upper two-thirds 
of salary range 


At maximum rata 


Two levels above 
fully successful 


Full merit increase 


Full merit increase^ 


No merit increase 


One level above fully 
successful 


Full merit increase 


One-half merlt^ 
increase 


No merit Increase 


Fully successful 


Full merit increase 


One-third merit^ 
increase 


No merit increase 


^Resulting salary cannot exceed maximum rate for the 


i^iade. 





By providing employees with pay increases similar to those under the 
General Schedule, pmrs can reduce the likelihood that an employee rated 
fijlly successful or better would be monetarily penalized. Under merit 
pay, employees rated fully successful or better often had their salaries 
fall below the levels they would have attained under the General 
Schedule. As discussed previously, a reason for this occurrence was that 
agencies relied on different formulas for computing merit pay increases. 
(See p. 16.) PMRS eliminated the need for agencies to use such formulas 
by prescribing the specific merit increase amounts employees woiUd 
receive based on their performance ratings and positions in the salary 
. range. 

Another objective of pmiis, not specified under merit pay, was to reduce 
or withhold pay increases for less than fully successful performance. 
Under pmp^, employees rated one level below fully successful receive 
one-half the general pay increase and no merit increase while employees 
rated two levels below fully successful receive neither. 



PMRS Changed Merit 
Pay's Monetary 
Awards System 



Under pmrs, empJoyees are eligible to receive two types of awards — per- 
formance awards and cash awards, pmrs performance awards are tised 
to reward employees for the quality of their job-related performan ce as 
reflected in their performance appraisals, pmrs cash awards call for 
employees to receive one-time cash payments for suggestions, inven- 
tions, superior accomplishments, or other personal efforts similai- to 
merit pay's cash awards. However, the emphasis on cash awards under 
pmrs has changed. Under merit pay, cash awards were generally used 
for rewarding job-related performance. Now, pmrs performance awards 
are used to reward employees for their job-related performance, and 
pmrs cash awards are to be used for specific acts or achievements above 
and beyond regular performance. 
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PMRS Requires Agencies to As discussed in our previous report, the merit pay system contained a 
Give Performance Awards ^^^^^ awards program which was designed to reward employees for out- 
standing performance. However, opm had not ensured that agencies 
were using cash awards as an integral part of merit pay. Thua, some 
agencies placed more emphasis on their awards programs than others. 

In our merit pay report, for example, we pointed out that Navy gave 15 
percent of its merit pay employees cash awards averaging about $2,700 
in 1981. In 1982, Navy restricted the dollar amount of cash awards to 1 
percent of basic salaries of merit pay employees in each unit, and 
awards averaging $1,100 were given to 31 percent of its merit pay 
employees. On the other hand, in each year, the Departments of Agricul- 
ture and Housing and Urban Development (hud) gave cash awards to 6 
percent of their merit pay employees averaging $1,000 at Agriculture 
and $500 at HUD. 



PMRS is intended to ensure that agencies more consistently recognize 
employees for quality performance through the use of performance 
awards. Under pmrs, agencies are required to spend a specified minimum 
amount of fimds to grant employees such awards. The minimum amount 
is scheduled to rise from 0.75 percent of the estimated aggregate amount 
of PMRS employees' basic pay for fiscal year 1985 to 1,15 percent for 
fiscal year 1989. The minimum amounts for the intervening years are to 
be adjusted incrementally in accordance with regulations issued by opm. 
For fiscal year 1986, opm set the minimum at 0.85 percent. The pmrs 
legislation also established a maximum amount of 1.5 percent of aggre- 
gate PMRS salaries that can be paid for performance awards to be used in 
each of the 5 years for which pmrs was authorized. 

A PMRS employee with a summary rating two levels above fliUy suc- 
cessful must be given a performance award by his or her agency and, 
after fiscal year 1985, the award must be at least 2 percent of the 
employee's annual rate of basic pay." Individual employees may receive 
performance awards of up to 10 percent of their annual rate of basic 
pay. Moreover, the performance award paid to an employee rated two 
levels above fully successful may go as high as f$0 percent of basic pay if 
the agency determines it is warranted by imusually outstanding per- 
formance. Employees rated fully successful or one level above fiUly suc- 
cessful are also eligible to receive performance awards, but such awards 
are to be granted at the discretion of each agency. 

'In fiscal year 1985, no minimum award amount was required. 
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PMRS Retains Cash Awards As under merit pay, cash awards of up to $ 10,000 can be given to pmrs 

employees by the agency head. If the agency receives opm approval, this 
maximum can be increased to $25,000. Also, the President may pay a 
cash award to any pmrs employee in addition to the agency cash award. 

In its communications to agencies on pmrs cash awards, opm has stipu- 
lated that they are to be given for contributions that are unique, highly 
exceptional, and imusually outstanding and beyond normal job responsi- 
bilities and performance standards. Examples of the types of acts that 
OPM deems worthy of a pmrs cash award include: 

• direct input into shifts of mgjor policy; 

• solutions to m^or management problems, such as significantly 
improving the procedures for processing claims; and 

• significant new developments, such as discovering the cure for cancer. 

Not surprisingly, given accomplishments of this suggested magnitude 
and the fact that a performance av/ards program exists under pmrs, opm 
officials expect the cash awards program to be used less frequently than 
it was under merit pay. 



Under merit pay, employees were placed in organizational groups, called 
merit pay pools, whose composition was determined by agency manage- 
ment. A m^or criticism of the merit pay system was the degree to which 
factors unrelated to performance, such as the distribution of ratings 
within merit pay pools and the grades and salaries of pool members, 
influenced the amount of merit pay that the individuals in the pool 
received. 

The distribution of ratings within a merit pay pool was crucial in deter- 
mining each employee's merit pay increase. As a result, employees in 
different pools could receive significantly different increases even if 
they received comparable ratings. 

In our study of merit pay, we found significantly greater merit pay 
increases given to merit pay employees in pools with fewer high level 
ratings than were given to equally graded and rated employees in pools 
with more high level ratings. For example, in 1982 at hud, a GM-14 
employee rated hud's highest rating level in one pool received over 
$l,200'more in merit pay than a similarly rated counterpart in a second 
pool. In the former case, onJy 4 percent of the ratings in the pool were at 



PMRS C!orrected Many 
of the Problems With 
Merit Pay Pools 
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the highest rating level, while in the latter case, 18 percent were. Addi- 
tionally, in 1981, employees in one hud pool received larger merit pay 
increases than employees with higher ratings in another pool. Again, 
these differences were affected by the distribution of ratings in the 
respective pools. 

In addition, the combination of pool members' grades and positions in 
the saJary range affected the amount of money included in, and the indi- 
vidual merit pay increases made from, each merit pay pool fund, opm's 
merit pay formula required different, amounts to be included in each 
pool fm:d for GM-13s, -14s, and -15s at different positions in the salary 
range. Therefore, the total funds could vary depending on the number 
and combination of grades and salaries in each pool. 

As discussed previously, pay increases for each level of performance 
under pmrs are specified in the law. Thus, the nonperformance-related 
factors which influenced the size of employees' merit pay increases do 
not affect the .'uTiounts of pay increases under pmrs. Lastead, these 
increases are biv^ed solely on the employees' perfonnance ratings and 
their positions in the salary range. 

However, pmrs did not completely eliminate the adverse effects of the 
merit pay pool concept. Agencies still retain the option to use organiza- 
tional groups (i.e., r x>ls) in granting performance awards. When this 
happens, nonperformance-reiated factors can affect the amounts of indi- 
vidual employees' perfonnance awards in the same ways such factors 
affected individual merit pay increases ^vithin merit pay pools. This 
matter is discussed in more detail in chapter 4. 



PMRS Prohibits 
Prescribed Distribution 
of Ratings 

"To allow artificial and arbitrary rion-performance factors to drive the merit pay 
increase would ... do irreparable harm to the Merit Pay System,"^ 

^Your Merit Pay Sy stem. 0PM, November 1979, p, 2G. 



AlthougJi OPM s merit pay regulations prohibited the use of preestab- 
lished or forced distribution of ratings for merit pay employees, there 
was no such provision in the merit pay legislation. The reasons for opm's 
regulatory prohibition under merit pay were stated in a 1979 opm 
pamphlet: 
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Despite this prohibition, we found documented evidence in our study of 
merit pay that management at Agriculture and hud had used preestab- 
lished quotas to determine ratings distributions for their merit pay 
pools. In addition, many employees responding to our attitude survey in 
these two agencies, as well as in Navy, believed that management used 
quotas to develop ratings. Moreover, respondents who believed manage- 
ment used a quota system in developing ratings generally had negative 
feelings toward the merit pay system. 

PMRS legislatively reinforced the former regulatory prohibition against a 
prescribed distribution of ratings, pmrs provides that neither opm nor 
any other agency may prescribe a distribution of levels of performance 
ratings for pmrs employees. However, several other forces, both internal 
and external to pmrs, may continue to exert pressure on the agencies to, 
in some way, control or influence the distribution of ratings for pmrs 
employees. A more detailed discussion of this issue is in chapter 4. 



PMRS Requires Written 
Ck)inmunication of 
Standards and 
Employee Involvement 
in Setting Them 



The Reform Act required agencies to encourage employee participation 
during the performance standard-setting process and to communicate 
performance standards to employees at the beginning of each appraisal 
period. These provisions applied to merit pay employees as well as other 
civil service employees. Performance standards provide the criteria for 
evaluating an employee's perfomiance of specific tasks. The standards 
enable supervisors and employees to determine how well employees are 
doing their work by comparing their actual performance to established 
criteria. 



In our study of merit pay, most employees responding to our question- 
naire believed their standards were fair, tailored to their jobs, and con- 
sistent with organizational goals. However, many employees in the merit 
pay pools we reviewed did not receive their standards at the beginning 
of their appraisal period. Moreover, many employees responding to our 
questionnaire were not satisfied with the amount of input they had in 
setting their standards. 

PMRS added new requirements to the standard-setting process. The new 
system requires supervisors and employees to jointly develop perform- 
ance standards. In addition, agencies must communicate in writing to 
each PMRS employee the performance standards and critical elements of 
his or her position at the beginning of each appraisal period, pmrs also 
requires that a Performance Standards Review Board be established in 
each agency to assess the appropriateness of the agency's performance 
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Standards and to provide teclKiical assistance on demonstration projects 
related to performance standards. 

According to a study conducted for opm,3 performance standards devel- 
oped jointly by supervisors and employees tend to result in greater 
employee acceptance of the standards, more positive employee atti- 
tudes, and, possibly, higher quality standards. In addition, our merit pay 
study showed that employees who were satisfied to a great or very 
great extent with the input they had in setting standards were more pos- 
itive about the fairness of the merit pay/performance appraisal process 
than employees who did not have a great deal of involvement in the 
standard-setting process. 

^Organizational AAgpftqm ents of the Effects of CivU Service Reform, Case Western Reserve Univereity 
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From Merit Pay to PMRS: A Difficult Transition 



Both OPM and the agencies were faced with implementmg the numerous 
changes coi^tained in pmrs in an extremely sh . rt period of time. Because 
PMRS was enacted on November 8, 1984, but was effective retroactively 
to October 1, 1984, opm and the agencies had to plan for and implement 
the system simultaneously. 

Lacking adequate lead time, the five agencies we reviewed were con- 
fronted with administrative problems beyond those normally posed by 
the transition to a new system. Ciomplicating this situation was the fact 
that OPM, faced with time constraints itself, did not always issue guid- 
ance and regulations in a timely fashion. In addition, the guidance and 
regulations were sometimes confusing and inconsistent with respect to 
requirements or stipulations in the law. 



The InabiUty to 
Prepare for PMRS 
Contributed to 
Administrative 
Difficulties for 
Agencies 



Because pmrs was retroactive to October 1, 1984, federal agencies had 
no time preceding its effective date to adequately prepare for its imple- 
mentation. The lack of sufficient start-up time in the five agencies we 
visited contributed to several administrative problems in the transition 
from merit pay to pmrs. 

The five agencies we visited did not have sufficient time and informa- 
tion to train and inform pmrs employees and their supervisors about the 
new system before implementing it. At one agency, employees we sur- 
veyed in September 1985 were imder the impression that pmrs would 
not become effective until October 1985, even though they had already 
received payments imder pmrs. 

The retroactive implementation of the law did not provide agencies with 
lead time to make decisions on the amounts of performance awards to be 
distributed among employees. Thus, performance awards made m the 
five agencies in the transition year were not always paid in a timely 
manner. In some cases, performance awards were received by employees 
many months after the performance period for which they were being 
rewarded. In the agencies we visited, the awaids followed the period of 
performance by between 2 and 9 months, as shown in table 3.1. 
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Table 3.1: Timing of Performance 
Atyarda Qiven In Fiacal Year 1985 In 
SeSected Agenciea 



Agency 



End of Month-ye&r 
performance performance 
appralaal awards 
period 



Number of months by wiiicii 
performance awards 



BLM 


9- 


-30- 


-84 


4- 


-85 


6 


BOR 


6- 


-30- 


-84 


4- 


-85 


9 


FAA 


6- 


-30- 


-84 


2- 


-85 


7 


IRS 


9- 


-30- 


-84 


12- 


-84 


2 


0?M 


9- 


-30- 


-84 


2- 


-85 


4 



Because performance awards are intended to provide an incentive for 
better perfoimance, their timely payment is preferable. The longer the 
interval of time between the performance being rewarded and the 
reward, the weaker the link between the reward and the specific per- 
formance. OPM has endorsed the timely payment of performance awards 
and encourages agencies to pay performance awards as close to the end 
of the appraisal period as they deem practicable. 



OPM Issued 
Regulations and 
Guidance on a 
Piecemeal Basis 



PMPiS required opm to prescribe regulations to federal agencies for imple- 
menting the new system. To meet this requirement, opm published 
interim and final regulations, as well as guidance in bulletins issued 
through the Federal Personnel Manual (fpm) system. Because of the lack 
of lead time to implement pmrs, opm's initial guidance and regulations 
were issued over a period of months. 

On October 12, 1984, opm sent a letter to federal personnel directors 
advising them of the impending pmrs legislation. The letter provided ini- 
tial guidance to agencies on what actions they would need to take, 
assuming pmrs became law. This was the first formal notification of pmrs 
that agencies had received from opm. Throughout the implementation 
period, opm also issued several fpm bulletins to the agencies with addi- 
tional guidance on selected aspects of pmrs implementation. 

Despite a statement in the October 12, 1984, letter that opm would issue 
regulations to implement the new law in the "near future," interim regu- 
lations on pmrs did not appear in the Federal Register imtil March 25, 
1985 — almost 6 months after the effective date of the law. Moreover^ 
OPM's final regulations on pmrs were not published until August 30, 
1985. ' 



2K 

Page 25 GAO/G6M7-28 FMRS 



Chapters 

Prom Merit Pay to PMRS: A 
Difficult Transition 



One OPM official attributed the extended time frames for issuing regula- 
tions and guidance to the fact that pmrs was made retroactively effec- 
tive. He added that opm had to spend a great deal of its time and 
resources resolving technical problems and responding to questions that 
agencies had about pries. He also said that since the system was being 
implemented simultaneously with the setting of pmrs policy, agencies 
had to resort to calling opm for the answers they needed. According to 
this official, opm received hundreds of telephone calls which had to be 
handled by a limited number of opm staff. 

In addition to information which clarified or explained pmrs provisions, 
cpm regulations and guidance contained detailed technical instructions 
for agencies to follow in implementing the law. In some cases, tlie opm 
instructions were unclear or were issued too late for agencies to easily 
apply them. 

For example, opm's March 25, i 985, issuance of the interim regulations 
illustrates how vmtf rr -ly tlie guidance \:as. The regulations initially 
required agencie r ^:oi v^pi el u-r^sive pmrs performance management plans 
to be submitted, :>ri^^;ed, and implemented at least 120 days before 
the eitd of agenclw. : i/ormance appraisal periods. This requirement 
was meant to ensuxe lhat pmrs employees were covered by the new 
plans' performance elements and standards for a 90-day minimum 
appraisal period. Because opm's regulations were not issued until March 
25, not all the agencies we visited were able to meet the original require- 
ments regarding plan implementation, bor and faa did not have suffi- 
cient time to fulfill this requirement because their appraisal periods 
ended on June 30, 1985. Given the 120-day requirement, the other three 
agencies whose appraisal periods eiided on September 30, 1985, had 
sUghtly more than 60 days to write, submit, obtain approval of, and 
implement the comprehensive plans, opm recognized that agencies would 
be unable to adhere to its original scheme. On April 4, 1985, opm 
extended the time frames and provided for reapproval of agencies' cur- 
rent performance appraisal plans which all five agencies eventually 
obtained. 

In another example, an fpm bulletin dated December 11, 1984, contained 
new guidance from opm pertaining to employees who entered pmrs on or 
before the effective date of the merit increase. The guid?mce stated that* 
employees who had received another basic pay increase such as a 
within-grade increase or a promotion within the preceding 90 days 
would not receive merit increases. This was the first guidance sent to 
agencies with such a provision. However, opm had also set a deadline 
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that required merit increases to be paid no later than December 31, 
1984. Given this deadline, doi had begun to process its merit increases 
for its components, including blm and bor, before opm issued its guid- 
ance. Because of this, opm informed doi that the 90-day rule would not 
apply to any doi employees who were in the affected category. Thus, all 
PMRS employees at blm and bor received merit increases, regardless of 
whether they had recently received other basic pay increases.' 

In another case, on January 10, 1985—4 days after the general pay 
increase for pmrs employees became effective — opm issued guidance on 
how the general pay increase should be calculated. The prescribed 
method was materially different from the one used by irs. In response, 
ms had to reprogram its payroll changes which revised pmrs employees' 
annual salary amounts on the average of $2 to $3 each. 

In addition, the initial opm guidance of October 12, 1984, was unclear. It 
contained the following instructions which related to determining merit 
increases for employees who, for various reasons, did not have current 
performance appraisals: **The employee's rating of record is extended 
and the appropriate increase is granted, if that rating was given in the 
previous rating period. . ." The term "previous rating period" was not 
defmed. An internal doi memorandimi prepared to comply with the 
guidance stated; **The [doi pmrs] CJommittee had decided that *the pre- 
vious rating period' as used in available opm guidance should be defined 
as FY 84. To confirm this construction, we called opm and were advised 
that FY 83 is to be used. Accordingly, we have made changes in the 
attached draft." This lack of clarity caused greater problems at faa, 
which made the same initial assumption as doi, but did not learn of opm's 
intention imtil after merit increases had been made, faa then had to 
adjust the merit increases for some of its employees. 

OPM did not provide in writing its requirement for agencies to specify in 
their performance management plans that fully successful employees be 
eligible for performance awards. According to an opm official, this 
requirement did not appear in any guidance or regulations but was 
imposed through the plan approval process. He explained that if an 



'A recent Comptroller General decision (B-219290; Sept 26, 1986) addressed a situation at the 
National Aeronautics and Space AdnUnistration (NASA) which appeared similar to the DOI situation. 
The decision stated titat, in accordance with OPM regulations, 22 NASA employees who received 
merit increases in October IQ&i were not entitled to theiti because the employees had received basic 
pay increases within 90 day& preceding the effective date of the merit increase. 
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agency submitted a performance management plan to opm without a spe- 
cific provision that fully successful pmrs employees were eligible for per- 
formance awards, opm would send the plan back and ask that the 
relevant provision be included. According to a dot official, the agency 
was informed of the opm requirement after submitting its plan. This 
occurrence caused difficulties for dot ariii its components because dot 
originally reqi ired the elimination of performance award eligibility for 
fully successful employees from the components' plans. 

The pmrs statute gave opm responsibility for settirig, within a specified 
range, the minimum percentage of aggregate base pay to be used by 
agencies for performance award^J each year, opm provided the informa- 
tion after the agencies needed it. opm issued the final rule on the min- 
imum funding level for fiscal year 1986 on December 27, 1985 — almost 
3 months after the fiscal yeai- began. An opm official believed that the 
delay was due to opm's internal review process. 



pmrs guidance issued by opm in an fpm bulletin datal November 29, 
1984, stated that pmrs emplos^ees rated one level above fully successful 
must be paid a performance award. However, the pmrs statute stated 
that employees rated one level above fully successful may be paid a per- 
formance award, opm subsequently changed the word "must" contained 
in the guidance to the word "should" in it^ interim pmrs legislations 
issued on March 25, 1985. 

In fiscal year 1985, the four agencies from which we obtained statistical 
data gave performance awards to all employees rated one level above 
fully successful. An agency official advised us that ms also granted such 
awards to all employees rated one level above fully successful. Three of 
the five agencies paid their performance awards by March 25, 1985, and 
two were very close to doing sc. Documents at four of the five agencies 
attributed the decisions to give performance awards to these pmrs 
employees to the mandatory language contained in the opm guidance, 
despite the discretionary language contained in the pmrs law. For 
example, an internal memorandum at doi stated: 

**OPM has gone further [than the law] in also mandating monetary awards for [one 
level] above fully successful (Level II) performers " 

**The major problem of performance awards under the new system is that earlier 
budget estimates have not anticipated such outlays. Thus, left to our own devices, 
we would be disposed to provide performance awards only for Level I ratings [two 



OPM Issued 
Regulations and 
Guidance on 
Performance Awards 
That Varied From the 
Law 
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levels ab^.)\'e fully successful] as required by the law to minimize this year's 
expenditure." 



In response to our inquiries on this matter, opm explained that its pur- 
pose in using "must" in the initial guidaiioe was . . to fully implement 
a pay for performance system by requiring that employees receive 
greater rewards for successively higher levels of performance." How- 
ever, OPM acknowledged that this requirement could not be supported by 
the language in the pmrs law. Thus, in its subsequent regulations, opm 
included the term "should" to convey to the agencies its belief that 
employees who perform above the fully successful level deserve the rec- 
ognition of performance awards, opm has stated that this language does 
not limit the discretion of agency heads to decline to grant performance 
awards to employees who were rated one level above fully successful. 

Officials at doi, doi, and Treasury expressed dissatisfaction with this 
OPM requirement in its initial guidance because it was not statutorily 
mandated and was the cause of budgetary concerns. However, the offi- 
cials told us that since opm changed its "must" guidance to a ^'should" 
regulation, their concern was alleviated. The officials added that, 
insofar as it is possible given budgetary coristraints, they endorse the 
philosophy of granting performance awards to all pmrs exnployees who 
perform above the fully successful level to recognize them for their 
quality job performance. 



Conrllisions agencies proceeded to implement changes to their merit pny systems 

as mandated by pmrs, they encountered a variety of admirJstrative diffi- 
culties. In some respects, opm's guidance and regulations establishing 
pmrs made the implementation of this new system more difficult. 
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Agencies Implemented PMRS, but Problems 
Continue to Exist 



Despite the difficulties encountered in making the transition to pmrs, 
three of the four agencies from which we obtained individual personnel 
data made pay changes and granted performance awards as required 
under the new law." The fourth agency — faa— provided merit increases 
and performance awards as stipulated by the pmrs legislation. However, 
the agency miscalculated general pay increases for many of its pmrs 
employees which could affect the amounts of some employees' future 
merit increases. 

We also found that the amounts of employees' performance awards 
varied greatly, both among and within the four agencies, for employees 
with the same grade and ratmg. These differences were attributable to 
factors other than performance. Moreover, although pmrs prohibits 
agencies from prescribing how ratings will be distributed, some pres- 
sures to control ratings distributions within agencies remain. 



Most Basic Pav 
Changes Were Made in 
Accordance With the 
Law 



TcbSo 4.1: Required PMRS Merit 
lncr«ttse« in Fiscal Year 1985* 



The PMRS legislation required merit increases to be effectivv* for the first 
full pay period of fiscal year 1985. In the four agencies, the first full pay 
period began on October 14, 1984. Because the law was signed in 
November 1984 and agencies needed time to implement this provision, 
the merit increases had to be granted retroactively. The fiscal year 1985 
general pay increase of 3.5 percent for pmrs employees was effective in 
January 1985. Tables 4.1 and 4.2 show the pay increases required luider 
Pi\!RS in fisca). year 1985. 



Ratlna/location in oav ranae ^^^M 


Two levels above fully 
succeaaful 


One level above fully 
sueceaaful 


Fully aucceasful 


Location in pay 
ranae 


Location in pay 
range 


Location !n pay rams 
Grade Lower 1 /3 Upper 2/3 


Upper 
Lower 1/3 2/3 


Upper 
Lower 1/& 2/3 


GM-15 $1,683 $1,683 


$1,683 $842 


$1,683 $561 


GM-14 1,431 1,431 


1,431 716 


1.431 $477 


GM-13 1,211 1.211 


1,211 606 


1.211 $404 


■For various reasons, not all employees were eligible to receive these merit Increase amounts. For 
example, employees at or noar the maximum rate for their grade ccnnot receive a merit increase that 
puts their salaries above th^.t rate. 



analysis included in this chapter. 
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full pay period of fiscal year 1985. In the four agencies, the first full pay 
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Table 4.4: PMRS Employeos at Sa^GCtod Agencies Rated Below Fully Successful for Fiscal Year 1984 Performance 








QM-14 








Total 






QM-15 




Percent of 
all PWiRS 
employees 


Agency 


No. 


Percent of 
QM-13S 


Percent of 
No. r^M-14s 


No. 


Percent of 
QM-l5s 


No. 


BLM 


0 


• 


1 0,5 


0 


• 


1 


0,2 


son 


4 


1,1 


1 0,4 


0 


• 


5 


0.7 


FAA 


7 


0,4 


4 0.2 


9 


0,4 


20 


0.3 


0PM 


6 


2.7 


3 1,7 


5 


4,1 


14 


2.7 



A rnggor concern with the merit pay system was that merit pay 
employees with ratings of fully successful or better often had their sala- 
ries fall below the levels they would have attained had they received the 
annual salary adjustments and within-grade increases under the General 
Schedule. Because pmrs was designed in part to address this concern, we 
analyzed the relative positions of the pmrs employees rated fully suc- 
cessful or better in the four agencies as measured against the General 
Schedule. 

As discussed in chapter 1, the merit pay system guaranteed employees 
only one-half of the annual salary a^ustnient received by General 
Schedule employees. Merit pay employees had to compete with each 
other for additional pay increases, pmrs insures that fully successful or 
better employees receive full annual salary acUustments in the form of 
general pay increases, as well as all or part of the equivalent of within- 
grade increases, in the form of merit increases. 

Mcst PMRS employees are eligible for merit increases that are equivalent 
to or greater than the within-grade increases received by their General 
Schedule counterparts. V/e determined that the number of pmrs 
employees who received such increases at the four agencies ranged from 
68 percent at opm to 92 percent at blm. 

The only pmrs employees who do not receive merit increases at least 
equivalent to General Schedule within-grade increases are employees 
rated fully successful with salaries in the middle third of their pay 
range (equivalent to General Schedule steps 4 through 6). These 
employees are eligible for merit increases amounting to one-third of a 
within-grade increase each year. In compariscii, fully successful 
employees in steps 4 throu^ 6 of the General Schedule receive full 
within-grade increases every 2 years. Although pmrs employees can 



Comparison of PMRS 
Pay Increases tx> 
General Schedule 
Increases 
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improve their performance and become eligible to receive larger merit 
increases in subsequent years, we determined that this group of pmrs 
employees were at a relative disadvantage compai-ed to General 
Schedule employees. The disadvantage exists because General Schedule 
employees in sttips 4 through 6 would receive full within-grade increases 
every 2 years, but it would take comparable pmrs employees 3 years to 
receive increases totalling full within-grade increases. Tlie percentages 
of PMRS employees in the four agencies in this category are shown in 
figure 4.1. 



Figure 4.1: Percentage of Selected 
Agencies' PMRS Employeee In the 
Middle Third of the Pay Range Rated 
Fully Successful for 1984 




0 10 20 30 40 

Percent 



Number of Employees 

BLM 39 

BOR 141 

FAA 1,288 

0PM 149 



Because of the relative disadvantage discussed above, we looked at how 
many of these employees received perfcimance awards, which could 
have helped to alleviate this disadvantage, qpm was the only one of the 
four agencies at which fully successful employees who were in the 
middle third of their pay range received performance awards. As indi- 
cated in figure 4.1, at qpm, 149 employees who were in the middle third 
of their pay raiige were rated fully successful for the 1984 performance 
appraisal period. Forty of these employees (about 27 percent) received 
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performance awards. The average amounts of these awards were $368 
for a GM-i3, $462 for a GM-14, and $530 for a GM-15. 



Performance Awards 
Were Paid as Required, 
but Nonperformance 
Factors Caused 
Amounts to Vary 
Widely 



In addition to general pay and merit increases, pmrs provides for per- 
formance awards as an integral part of the compensation available to 
covered employees. Although performance awards are considered to be 
bonuses, not additions to basic pay, the law guarantees them to Individ- 
uals in the top performance category and requires agencies to spend a 
specified minimum amount on these awards each year. Under the merit 
pay system, cash awards designed to reward employees for outstanding 
performance were not widely used, and there were no guarantees as to 
who would receive cash awards in the agencies where they were given. 



Performance Award 
Expenditures in Fiscal Year 
1985 



Table 4.5: Amounts Spent on 
Performance Awards In Fiscal Year 
1985 In Selected Agencies* 



As discussed in chapter 2, pmrs required agencies to spend a minimum of 
0.75 percent and a maximum of 1.5 percent of the pmrs employees' esti- 
mated aggregate basic pay in fiscal year 1985 for pmrs performance 
awards. Table 4.5 shows the amounts spent on performance awards by 
the five agencies in fiscal year 1985. In these agencies, all of these fimds 
were used to reward 1984 performance. 



Agency 


Percent of 
aggregate 
basic pay 


Dollars 


BLM 


1.03 


$284,959 


BOR 


1.49 


482.526 


FAA 


1.56*^ 


4.657.373 


IRS 


1.36 


3.442.888 


0PM 


1.45 


388.359 



■information contained In this table was obtained from agency reports submitted to 0PM. 

*n*he maximum allowable percentage for performance awards Is 1.5 percent. were advised by 0PM 
that the 1 .5 percent celling applies to executive agencies, such as DOT. Since FAA is a component of 
DOT, the expenditures reported by FAA must be combined with the expenditures of DOTs other com- 
ponents before a determination can be made as to whether the statutory limitations have besn 
exceeded, in fiscal year 1985, DOT's reported expenditure percentage was 1.4 percent. 

AU PMRS employees at blm, bor, and opm rated two levels above fully 
successful received performance awards in fiscal year 1985 as required 
by law. At faa, all but 4 of the 833 pmrs employees rated at the top level 
received awards for performance, faa officials could not provide an 
explanation as to why these four employees were excluded. All but one 
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of the employees at the four agencies rated one level above ftilly suc- 
cessful received performance awards in fiscal year 1985, as originally 
required by opm in its November 29, 1984, guidance. (See p. 28.) Thus, 
PMRS employees, when rated above fully successful, were generally 
rewarded with money in addition to any permanent pay increases they 
may have received, opm also gave performance awards to 30 percent of 
its employees rated at the fully successful level. Th6 other thx.^^- agen- 
cies did not give performance awards to employees with fully successful 
ratings. 



Individual award amounts varied considerably within the agencies 
Tables 4.6 and 4.7 show the rang es of performance awards by grade and 
rating at the four agencies for employees rated above fully successful. 



Table 4.6: Ranges off Fisdal Year 1985 
Performance Awards ffor Empfloyeet 
Rated Two Levels Above Fully 
Succedsffua in Selected Agencies 







aM-13 




aM-14 




QM-15 




Agency 


Low 


Hish 


Low 


High 


Low 


High 


BLM 


$727 


$985 


$859 


$1,116 


$1,016 


$1,280 


BOR 


722 


3.178 


2.815 


3.736 


3.282 


4,286 


FAA 


471 


4.349 


73 


4.865 


86 


6.040 


OPM 


1,229 


3.483 


2.606 


4.381 


1.785 


6.118 



Table 4.7: Ranges off Fiscal Year 19B5 
Perfoniiance Awards ffor Employees 
Rated One Level Above Fu3ly 
Successfful in Selected Agencies 





QM-13 




QM-14 




QM-15 




Agency 


Low 


High 


Low 


High 


Low 


High 


BLM 


$363 


$493 


$429 


$588 


$505 


$650 


BOR 


790 


1.290 


1.073 


1.504 


1.314 


1.750 


FAA 


235 


2.174 


278 


2.666 


327 


3.020 


OPM 


465 


1.763 


1.059 


2.232 


1.281 


2.541 



OPM was the only one of the four agencies that gave performance awards 
to employees rated at the fully successful level in fiscal year 1985. Per- 
formance awards for these employees ranged from: $131 to $472 for 
GM-13s; $170 to $588 for GM-14s; and $150 to $656 for GM45s. 



Nonperformance-Related 
Factors Influenced 
Performance Awards 



As discussed in chapter 2, an agency may use pools to grant perform- 
ance awards. The distributions of ratings within such pools is one non- 
performance-related factor that affects the amoimt of money available 
for performance awards. 

Typically, agencies use a percentage of pmrs employees' aggregate sala- 
ries for the total amoimt of money to be used for pmrs pay increases and 
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tend to use up more funds for merit increases, less money is left for ^ 
performance awards. This occiu^s because such employees who are rated 
fully successful or above must receive full merit increases. 

The effeclB of nonperf ormardce-related factors on performance award 
amounts among pools in the agencies we reviewed were evident. As 
shown in table 4.6, blm's fiscal year 1985 performance awards for GM- 
15s rated two leveh above fully successful ranged from a low of $1,016 
to a high of $1,280. At bor, awards for similarly rated GM-15s ranged 
from $3,282 to $4,286. 

We noted similar variations among pools at faa and opm as shown in 
table 4.9. For example, at faa, a GM-14 employee rated one level above 
fully successful in pool 1 received $2,043 — more than seven times the 
performance award received by a counterpart in pool 2. At opm, a GM~15 
rated two levels above fully successful in pool 1 received almost $2,500 
more than a GM-15 in i)ool 2 with the same rating. At faa, 36 \mits oper- 
ated as PMRS pools, while opm used 23 pools. 
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Table 4.9; Ratings DIstiibutlcns and Average Fiscal Year 1985 Performance Awards in Selected Poole at FkA and 0PM" 



Rating^ 



QM-13 



QM-14 



QM-15 



Percent with 
rating 



Average 
performance 
award for 
rating 



PooMatRUk 



Percent with 



Average 

performance 
award for 



Percent with 



Average 
performance 
award for 



2 levels above FS 


• 


$ 


2 $4,085 


15 


$4,806 


1 level above FS 


26 


1,730 


33 2,043 


27 


2,403 


FS 


74 


0 


64 0 


58 


0 


Pool 2 at FAA 


2 levels above FS 


59 


$471 


52 $556 


75 


$654 


1 level above FS 


12 


235 


23 S78 


11 


327 


FS 


29 


0 


25 0 


14 


0 


Pool 1 aiOPM 


2 levels above FS 


• 


• 


3 $4,374 


9 


$6,035 


1 level above FS 


50 


$1,541 


30 1,860 


22 


2,294 


FS 


50 


416 


64 502 


61 


610 


Pool 2 at 0PM 


2 levels above FS 


6 


$2,348 


9 $2,978 


25 


$3,548 


1 level above FS 


46 


997 


32 1,168 


15 


1,357 


FS 


49 


0 


55 0 


55 


0 



Percentages may not add to 100 due to rounding or because ratings below fully successful were not 
included. 

^FS— fully successful. 



Pressures on the 
Distributions of 
Ratings Continue 



As discussed in chapter 2, the pmrs legislation prohibits agencies from 
prescribing the distribution of performance ratings among employees. 
(See pp. 20 to 21.) Despite this prohibition, the agencies we studied were 
faced with several factors which exerted pressure to influence ratings 
distributions. These factors included (1) general budgetary constraints; 
(2) the maximum amount of money the legislation permits to be spent on 
performance awards; (3) legislative requirements for performance 
awards for employees rated two levels above fully successful; and (4) 
the desire to give substaiVdal performance awards for quality 
performance. 

For example, ms* draft pmrs performance appraisal plan discussed pool 
managers* responsibilities for performance ratings in light of managing 
their performance awards budgets: 
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"In order to properly manage their performance awards budgets, plan managers are 
responsible for the distribution of ratings of all PMRS employees under their 
authority. As such, plan managers shall review the distribution of ratings and take 
appropriate measures with lower levels of management when necessary." 

In its PMRS guidance and regulations, opm has stressed the importance of 
agencies' managing fmrs performance ratings and appraisal systems to 
assure that accurate and equitable ratings are assigned to all ?ms 
employees. For example, the August 30, 1985, pmrs regulations contain 
the following requirements on appraisal procedures: 

"An agency may not prescribe a distribution of levels of ratings for employees cov- 
ered by this subpart. However, in order to provide for the equitable distribution of 
merit increases and performance awards under the PMRS, agencies must ecitablish 
procedures, such as reviews of standards and ratings for difficulty and strictness of 
application, to ensure that only those employees whose performance exceeds normal 
expectations are rated at levels above *Fully Successful.' " 

After fiscal year 1985, agencies are required to grant each employee 
rated two levels above fully successful performance awards of at least 2 
percent of salary. The incentive for agencies to influence ratings distri- 
butions was demonstrated by an exchange of comments between an 
agency and opm regarding this matter. The agency suggested allowing 
performance awards lower than 2 percent for employees rated two 
levels above fully successful if paying such awards would exceed the 
legislatively mandated 1.5 percent-of-payroU limit on the awards fund. 
OPM responded: 

"The minimum 2 percent award for 'Outstanding' (two levels above fully successful] 
employees is statutorily based and cannot be changed by OPM in regulation. The 
spending limitations specified in the law underscore and support the need for an 
integrated approach of managing both the appraisal process and the pay process." 

A May 20, 1985, internal faa memorandum on pmrs performance 
appraisal expressed concern that the amoimts of individual perform- 
ance awards within a pool could be insignificant if the ratintjs distribu- 
tion was too high. The memorandum suggested that resource managers 
use the first year's pmrs ratings profile for the second year's ratings: 

"Unrealistically high percentages of 'exceptional' [one level above fully successful] 
and 'outstanding' [two levels above fully successful] summary ratings in local merit 
pay units will distort the PMRS payout. FAA's agencywide PMRS rating profile for 
last year was excellent and should be used as a model for this year. Last year's 
profile was: 13 percent rated outstanding, 38 percent exceptional, and 48 percent 
fully acceptable [fully successful]. One effect of substantially exceeding these excep- 
tional and outstanding percentages within a merit pay unit will be to sharply reduce 
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the amount of each PMRS employee's perfomance award, . , . The fund is dimin- 
ished rapidly when a disproportionately high percentage of employees are rated 
outstanding, thus entitling them to automatic merit increases equalling full within 
grade step increases.*' 

A DO! official expressed his opinion to us that, although the law specifi- 
cally prohibits a prescribed distribution of ratings, in actuality the law 
and OEM regulations force the distribution of ratings because agencies 
cannot give performance awards to an undefined number of employees 
rated one level and two levels above fully siiccessful if they cannot 
afford them. Thus, he believed that money, rather than performance, 
was driving pmrs. 



Conclusions established the framework of a performance-based incentive 

system designed to monetarily reward employees for performing their 
best possible work. During the first year of pmrs operations, most 
employees in the agencies we reviewed received merit increases that 
were equivalent to or larger than the within-grade increases they would 
have received under the General Schedule. Thus, a msgor pmrs objective 
of providing greater equity in salary increases for covered employees 
appears to have been accomplished. Yet to be dealt with, however, is the 
problem caused by nonperformance-related factors. These factors cre- 
ated inequities under merit pay and are now causing performance 
awards for employees with the same grade and rating to vary widely 
under pmrs. In our opinion, the variation in performance award amounts 
is a significaiit shortcoming of pmrs which could result in many 
employees believing the system is unfair. 

It is possible that this difficulty could be overcome as agencies gain 
experience under pmrs. But as long as agencies must limit the funds to be 
made available for general pay increases, merit increases, and perform- 
ance awards, it is not apparent to us how agencies can completely over- 
come the effects of nonperformance-related factors. 



Recommendation recommend that the Director, opm, clarify the formula in current opm 

guidance and regulations for calculating pmrs general pay increases. 
Specifically, the Director, opm, should provide more detailed guidance to 
agencies that would explain 

• how pmrs general pay increases could have been miscalculated using 
opm's previous guidance and regulations; 
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what results could occur from seemingly small miscalculations of gen- 
eral pay increases on pmrs employees' positions iii the salary range sm^ 
their subsequent merit increa^^es; and 
how such miscalculations can be corrected. 

Because pmrs is a new system and our review^covered only the first 
yearns operations, we are not making aay other recommendations at this 
time. Whether other changes are needed to correct the difficulties we 
found in. the distribution of performance awards will depend on future 
experience under the system. 
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Survey Respondents Are Unconvinced That 
Intended Benefits of PMRS Are Being Realized 



To obtain indications of employee attitudes about pmrs, we surveyed 
634 PMRS employees and 234 supervisors of pmrs employees in the five 
agencies we reviewed in Denver, C!olorado, and Washington, D.C. pmrs 
was in the early stages of implementation at the time of our survey. 
Consequently, employees at the agencies we surveyed lacked extensive 
experience under this system. Some employees were not aTirare that a 
new system had been implemented, and many others did not understand 
the system. 

Despite pmrs' intended improvements and agencies' progress in imple- 
menting the system, only 31 percent of the employees and 40 percent of 
the supervisors we surveyed believed that pmrs was an improvement 
over merit pay. It remains to be seen, as employees gain additional 
knowledge of and experience with pmrs, whether the preliminary atti- 
tudes of these employees will continue. Because we did not obtain a sta- 
tistically representative sample at all locations, these views are not 
projectable to other pmrs employees and supervisors. 



Rp^snnnHpntQ T-nHimtivl E^^Ployee and supervisor respondents expressed concerns with the 

^DjA^iiuciiw> uiuxi^atcu implementation of the new system. Specifically, these included (1) lack 

Problems During of adequate information and training on implementation of pmrs and (2) 

Transition to PMRS inadequate PMRS regulations and guidance. 



Respondents Believed The Ciongress, recognizing the importance of training to improve per- 

Information and Training formance evaluation, required training in the pmrs legislation. In addi- 
on PMRS Were Lackin«? ^™ regulations stipulate that agencies must establish performance 

managemeiiC ^lans that include provisions for (1) communicating to 
PMRS employees the system's purpose and how it works and (2) training 
PMRS employees and their supervisors cn the system's operations. 

The agencies we visited had made attempts to inform their employees 
about PMRS, primarily through the issuance of internal memoranda. Yet, 
46 percent of the supervisor respondents felt the level of training they 
had received, including training on the appraisal process, was inade- 
quate. Twenty-seven percent of employees surveyed responded that 
they understood very little or no^ixing at all about pmrs, ranging from 10 
percent at opm to 41 percent at ers. According to responses to open- 
ended questions, employees and supervisors had concerns about having 
received very little or no information and training on pmrs. At one 
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agency, employees were under the impression that pmrs became effec- 
tive in October 1985 rather than October 1984. Specific responses about 
the lack of information and training included: 

• **No basis to answer because I am not aware of this new system aor have 
I had any training. I am scheduled to attend a training f>ession In October 
or November [1985]." 

• **We nave received inadequate training on a syst^ir tliat has been in 
effect for 1 year. I am, therefore, unable to explain expectation-setting 
to my two employees as we start fiscal year 1986." 

• cannot answer this question - we have been working imder the con- 
cepts of the old merit pay system throughout fiscal year 1985." 

• *1 have no information at all on pmrs - the entire questionnaire is 
premature." 

• ''Until I ^ed out this questionnaire I didn't realize that pmrs was in 
place." 



Many Supervisors Believe 
PMRS Regulations and 
Guidance Are Inadequate 



Of the 166 supervisors who expressed an opinion, 54 percent believed 
OFM regulations and guidance on pmrs were inadequate. When asked 
about their agency's guidance, 48 percent of the 200 supervisors expres- 
sing an opinion believed that the guidance was inadequate. 

The supervisors were given an opportunity to provide additional com- 
ments regarding the information and guidance on pmrs through open- 
ended questions. Thirty-eight percent of the supervisors responding to 
open-ended questions reemphasized their concerns that pmrs informa- 
tion and guidance were inadequate for proper implementation. 



Survey Respondents 
Expressed PMRS 
C!oncems Similar to 
Those Expressed by 
Merit Pay Employees 



Our 1984 report on merit pay concluded that merit pay employees in the , 
three agencies reviewed had negative perceptions of the merit pay 
system. Between 37 and 46 percent of the employees in each agency 
supported the concept of merit pay, but fewer than 10 percent favored 
retaining tlie system as implemented in their departrnents. 

Generally, this attitude appears to have persisted among the pmrs 
employees and supervisors we surveyed. Concerns and problems similar 
to some that had been expressed by merit pay employees were also 
expressed by our pmrs survey respondents. Tliese induded (1) the lack 
of sufficient funds imder pMxIS to adequately reward performance and 
the inability of pmrs rewards to motivate better performance, (2) 
employee concerns that performance rating distributions were being 
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prescribed, and (3) performance standards not being established early in 
the appraisal period. 



Respondents Questioned pmrs' objectives were to recognize, reward, and motivate quality 
Adequacy of Monetary employee performance by monetary means. We asked the survey par- 

Rewards Under PMRS ticipants if they felt tlie system was able to adequately reward and moti- 

vate employees to perform better. 

According to 59 percent of employee respondents, total monetary com- 
pei:T3ation they received for 1984 performance imder pmrs did not ade- 
quately reward them for that performance. In addition, 56 percent of 
supervisors responding believed their pmrs employees had been inade- 
quately rewarded for their 1984 performance. The following narrative 
comments of respondents reflect the employees' and supervisors' per- 
ceptions that total monetarj' rewards received in fiscal year 1985 under 
PMRS were uiadequate. 

• "More monetary incentives are needed " 

• "While PMRS is certainly better than merit pay in providing full compara- 
bility, the total amoimt of dollars available to reward exceptional per- 
formance is still much too limited to make the system really 
effective " 

• "I do not feel that the pay pote ntial is equal to the gs [general schedule] 
systems." 

• "Generally, organizational recognition in the form of awards (other than 
$[dollars]) is more important. While I am interested in $[dollars], the 
amount in pmrs is so little, even at the highest level, that it is not of 
significant importance." 

Fifty percent of the performance award recipients who responded to our 
survey believed the dollar amounts of the performance awards they 
received for 1984 performance were inadequate. In addition, of the 59 
percent of employees responding who felt that total rewards they 
received under pmrs for the 1984 appraisal period were inadequate, 35 
percent believed that the dollar amoimts of the performance awards 
they received were inadequate. 

When asked about the adequacy of funding for performance awards, 50 
percent of the employees and 65 percent of the supervisors who 
responded indicated that funding was inadequate. Of those supervisors 
expressing an opinion, 67 percent believed that performance awards 
under pmrs need to be changed, 19.5 percent believed the performance 
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awards sliould be abolished, and 13 percent wanted performance awards 
to be continued as is. For employee respondents, these percentages were 
60 percent, 27 percent, and 13 percent, respectively. 

Although 33 percent of pmrs employees who responded indicated that 
performance awards motivate them to perform better, 52 percent indi- 
cated that they did not. In addition, 15 percent stated they did not 
know. Of employee respondents who had ratings above fully successful, 
49 percent said they were not motivated by pb«rs performance awards. 
Additionally, 55 percent of the supervisors believed that performance 
awards do not motivate better performance. 

Seventeen percent of the employees and 15 percent of the supervisors 
responding to open-ended questions offered narrative comments indi- 
cating that they believed pmrs does not motivate better performance and 
demoralizes those who are not rewarded. According to some of these 
respondents, this lack of motivation and demoralization is attributed to 

• adversarial working relationships caused by top managers being 
awarded most of the pmrs funds and leaving a much smaller pool of 
funds for the GM-13s and 14s, 

• belief that pay increases and awards are so limited they cannot seri- 
ously be considered as motivators, and 

• belief that performance appraisals are too subjective and create an 
unfair distribution of ratings. 



Survey Respondents* 
Concerns About 
Performance Ratings 
Distributions 



Although PMRS prohibits agencies from prescribing distributions of levels 
of performance ratings, 68 percent of the supervisors responding felt 
they were pressured, at least to some extent, to distribute ratings to 
their pmrs employees in a prescribed manner. The survey respondents 
also had the opportimity to comment further on forced distribution of 
ratings by responding to open-ended questions in the survey. Of the 558 
employees and 206 supervisors giving narrative responses, 34 percent of 
the employees and 35 percent of the supervisors either perceived, or 
were convinced, that the distribution of ratings was forced. Some of 
th(3se comments indicated a belief by employees and supervisors that 
quotas were set by top management and that ratings were sometimes 
changed by second-line managers or higher management officials to 
meet those quotas. 



The following comments reflect these respondents* concerns about 
forced distribution of ratings: 
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• "Managers examine the award money available, rank the relative per- 
formance of subordinates, and then decide how to rate employees so 
that funds are divided as they deem appropriate. Ratings that produce 
these results are then derived. Every appraisal system works this way; 
belief in some totally objective formula for rating complex and varied 
management jobs is a snare and a delusion." 

• "Something should be done to eliminate what my manager does — he 
rotates awards yearly so that all managers will receive one if they do 
barely acceptable — no incentive." 

• "Do away with the notion that ratings distribution should approximate 
[the] bell curve. This has the effect of preventing some very desenong 
employees from getting the rating and thus the compensation they hon- 

^ estly deserve. It is a disincentive to good performance and runs 100 per- 
cent contrary to suggested management theory." 

Of additional concern to the survey respondents was the subjectivity 
involved in rating performance. Of the employees and supervisors 
responding to open-ended survey questions, 33 percent of the employees 
and 23 percent of the supervisors indicated a belief that the rating pro- 
cess was driven by favoritism and not based on performance. Some sug- 
gested that differences among supervisors' managerial styles and 
attitudes towards a recognition system made it difficult, if not impos- 
sible, to have an objective rating system. 



PMRs requires that performance standards and critical job elements be 
communicated to employees in writing at the beginning of each 
appraisal period, opm regulations define the beginning of the appraisal 
period as normally within 30 days. However, of the 88 percent of 
employee respondents who indicated that they had standards set for the 
1985 performance appraisal period, about 50 percent of the employee 
respondents received their performance standards more than 30 days 
into the appraisal period. 

Establishing performance standards early in the appraisal period 
enables the supervisor and the employee to know exactly what perform- 
ance is expected, pmrs requires agencies to estal^^lish performance stan- 
dards which, to the maximum extent feasible, use objective criteria to 
accurately evaluate performance. According to 68 percent of the super- 
visor respondents, performance standards helped them to evaluate the 
job performance of their pmrs employees. 



Respondents Stated That 
Performance Standards 
Were Not Established 
According to OPM Guidance 
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Chapters 

Survey Res^omlents Are Unconvinced That 
Intended BoneHts PMBS Axe 
Being Realise! 



CJonclUSiOIlS Acceptance of any system is largely dependent on proper imp! nenta- 

tion to assure understanding of the system's benefits. More tiian one- 
quarter of the surveyed employees did not understand how pmrs — the 
pay for performance system imder which they were actually being 
paid — operated. Moreover, 46 percent of the supervisors responding did 
not believe they had been adequately trained on the new system. In 
addition, some of the negative perceptions pmrs employees had of the 
merit pay system appear to have been transfeiTed to pmrs. 

Because the pmrs legislation was passed in November 1984 and imple- 
mented retroactively to October 1984, the agencies did not have suffi- 
cient time to adequately prepare for its implementation. This limited 
preparation time contributed to varied levels of understanding, from 
total unawareness of the system and its implementation by some 
employees and supervisors during the transition year to full under- 
standing and support of the system's underlying concepts by others. 
While we recognize that the time frame for implementing pmrs and its 
retroactive requirements placed greater pressure on agencies, agencies 
should have done more to ensure that information about the system was 
being communicated to affected employees. 
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Appendix I 



Request Letters 



(Hoxtmitiet m l^ttei (Office 



TUPHONK aOQ 228-4994 



January 24, 1985 



Honorable Charles A, Bowsher 
Comptroller General of the 

United States 
General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Bowsher: 

Representative Mary Rose Oakar, Chairwoman of the 
Subcommittew on Compensation and Employee Benefits, recently 
contacted me regarding her concern with the implementation by 
the Office of Personnel Management of the changes in the merit 
pay system enacted by Congress as Public Law 98-615. 

It appears that problems with implementing this new system 
have already started to emerge. In this regard, I would 
appreciate your reviewing and reporting to the Subcommittee on 
the implementation of the legislative changes to the merit pay 
system in selected Federal agencies. As part of this effort, I 
would appreciate a review of the cash award and other incentive 
programs. Also, I would appreciate your reporting to the 
Subcommittee on a regular basis on the progress of the study. 
If you have any questions, please contact Jerry Klepner, Staff 
Director, Subcommittee on Compensation and Employee Benefits, 
at 226-7546. 



With kind regards, 




WILLIAM D. FORD 
Chairman 



WDFrprp 
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^pendlxl 
Bequest Letters 



^ouM of JReprBsentatttes 

Sntrfagton, ^.C 20915 




Juuary 11, 1985 



The Honorable William D* Ford, Chairman 
Coamicecc on eha Pose Office and Civil Service 
309 Cannon House Office Building 
Washington. DC 20515 

Dear Chairman Ford: 

Recently I hav« b<i^come concerned with the <:iipletnentation by 
the Office of Personnel Management of the changes in the merit 
pay system enacted by CoK<(ress as Public Lav 98-615. 

It appears rkuit problems with ic^plementing this new system 
have already stat :«d to emerge. In this regard, I would appre- 
ciate your requesting the General Accounting Office to review and 
report on the implementation cf the legislative changes to the 
merit pay system in selected Federal agencies* As part of this 
effort, I would appreciate GAO*s reviewing the cash award and 
other incentive programs. I would also appreciate their reporting; 
to my Subcommittee on a regular basis on the progress of the study. 

With kindest personal regards. 




Sincerely. 



Mary Rose Oakar. Chair 
Subcommittee on Compensation 
and Employee Benefits 
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Appendix n 



Percentage Distxibution of Ratings by Grade for 
Five Agencies 




Grade 13 
Grade 14 
I I Grade 15 

■Percentages may not add to 100 due to rounding. 
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Percentage Distribution of Ratings by Grade 
for Five Agencies 



Figure 11.2: Percentage Distribution of ^^^^H 
Ratings by Grade*^ at BOR 

80 Percent 



70 



60 




mm Grade 13 
Grade 14 
I I Grade 15 

■Percentages may not add to 100 due to rounding. 
b.Less than 1 percent 



Page 58 



52 



GAO/GGI>«7-28 FMUb 



^pendixn 

Percentage DlstrUnitlon of RatlngB by Grade 
for Five Agencies 



Figure 11.3: Percentage Distribution of 
Ratings by Qrade*^ at ^ 



80 Percent 



70 




mi Grade 13 
Grade 14 
[ I Grade 15 

•Percentages may not add to 100 due to rounding. 
^ Less than 1 percent 
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Percentage Distribution of BatingB by Grade 
for Five Agencies 



Figure 11.4: Percentage Distribution of BJH^B 
Ratings by Grade*'' at IRS 

80 Percent 




Grade 14 
Grade 15 

■Percentages may not add to 100 due to rounding. 
^iLessthan 1 percent 



^4 

Page'ss GAO/GGM7-28PMBS 



Appendix n 

Peroent&ge DiBtribatlon of Ratings by Grade 
for Five Agencies 



Figure 11.5: l^ercentage Distribution of 
Ratings by Grade" at 0PM 
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I I Grade 15 
■Percentages may not add to 100 due to rounding. 
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Appendix m • 

Survey of PMRS Employees and Supervisors 



! 



Oxir survey objective was to obtain indications of employee and super- 
visor attitudes on and experience with pmrs. We surveyed pmrs 
employees and supervisors at the Bureau of Land Management, Bureau 
of Reclamation, and Office of Personnel Management in Denver, Colo- 
rado, and Washington, D.C. We also surveyed employees and supervi- 
sors at the Federal Aviation Administration and Internal Revenue 
Service in Washington, D.C. In total, the survey covered 634 employees 
and 234 supervisors. These agencies had about 2,400 pmrs employees 
and supervisors. To conduct our survey, we developed and administered 
two different data collection instruments. One instrument, containing 30 
questions, was developed for pmrs employees and a second, containing 
23 questions, was developed for pmrs supervisors. 

The survey asked these employees and supervisors about the following 
aspects of pmrS: 

• extent to which pmrs is understood, overall impressions of pmrs, and 
opinions about what the future of pmrs should be; 

• adequacy of total pay increases and rewards under pmrs; 

• adequacy of performance standards and the appraisal system; 

• adequacy of amoimt of performance awards received; 

• extent to which money and performance awards motivate job perform- 
ance; and 

• adequacy of (1) opm regulations and guidance on pmrs, (2) guidance 
issued by the agencies implementing pmrs, and (3) training on pmrs, 
including the related appraisal process. 

We used the Statistical Package for the Social Sciences computer pro- 
gram to analyze the responses obtained. In total, we analyzed over 
24,400 pieces of data. 

For the agencies we visited in Denver, the imiverse consisted of 419 
individuals, including 317 pmrs employees and 102 supervisors. We 
received responses from 273 employees (86 percent of the universe) and 
81 supervisors (79 percent of the universe). 

Because the large number of employees in the agencies' Washington, 
D.C, offices, we randomly selected 648 employees for the survey. From 
this sample, we obtained responses from 361 employees (56 percent of 
our sample). We also administered the instruments to and obtained 
responses from 153 supervisors. 
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U.S. General Accounting Office 
Post Office Box 6015 
Gaithersburg, Maryland 20877 

Telephone 202-275-6241 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 25% discount on orders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 
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